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KEY ECONOMIC INDICATORS: JORDAN (1) 


% Change 
1983 1984 1985 1986 1985-1986 

National Income (in millions of JD 

GNP (Current Prices) 1769 1854 1849 1917 

GDP (Current Prices) 1422 1499 1573 1613 

Real GNP Growth (Percent)(2) 0.6 EG 38 SF 

Real GDP Growth (Percent)(2) 2.6 242 3 2.6 

Foreign Trade and Balance of Payments (in millions of USD) 

Imports 3033 2785 2718 2436 -10.3 
Domestic Exports 440 679 646 645 -0.2 
Reexports 139 77 140 87 -37.9 
Trade Balance (Deficit) 2455 2030 1932 1699 -12.0 
Workers Remittances 1108 1235 1019 1185 16.2 
Grant Aid (3) 813 726 799 680 -14.8 
Current Account Deficit 389 271 253 46 -81.8 
Balance of Payments 138 180 47 53 12.8 
Foreign Exchange Reserves and External Debt (in millions of USD) 

omm'l Bank Foreign Assets (4 837 859 974 1154 18.4 
Cent'l Bank Foreign Assets (5) 1267 723 569 628 10.3 
Other Foreign Assets (6) 78 284 390 519 33.0 
External Public Debt (7) 2396 2669 2867 3428 19.6 
Exchange Rate USD/JD (ann. ave.) Z<te 2.60 bea 2.86 13.0 
Central Government Public Finance (in millions of JD) 
Domestic Revenues 400 415 441 515 16.8 
Foreign Receipts (3) 197 106 188 144 -23.4 
Recurring Expenditures 454 488 543 572 $2 
Capital Expenditures 252 233 263 420 

Internal Debt Outstanding 314 343 370 415 
Money and Banking (in millions of JD) 

oney Supply 1 870 878 848 897 
Money Supply (M2) 1615 1758 1875 2072 
Commercial Bank Deposits 1398 1603 1747 1946 
Commercial Bank Credit 1031 1185 1274 1395 
Production (in thousands of tons) 

Phosphate 4746 6213 6067 6249 
Fertilizer 301 541 511 544 

Potash 283 486 908 1102 

Cement 1269 2026 2023 1795 

Petroleum Products 2499 2510 2424 2257 
Industrial Index 1979=100 151 181 185 188 
Agricultural Index 1975=100 227 250 270 275 
Construction (1000 M2) 3010 2945 2210 2067 
Electricity (million Kw/h) 1700 1967 2154 2647 

Price Indexes 

Cost of Living (1980=100) 122 126 130 130 
Wholesale (1979=100) 135 137 139 138 
Share Price (1985=100) 134 103 100 94 


NOTES: (1) Does not include the West Bank. (2) Current values adjusted by 
official Cost of Living Index. (3) Mostly Arab grant aid but includes U.S., 
UN and private assistance. (4) Includes assets of commercial banks and 
other financial institutions. (5) Includes gold, SDR's, foreign exchange 
and IMF position. (6) Central Bank credit to foreign countries, principally 
Iraq. (7) Includes government-guaranteed debt but not debt incurred for 
purchase of oil or military equipment. SOURCE: The Central Bank of Jordan, 


Monthly Statistical Bulletin, Vol. 23 No. 11, November 1987. 
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SUMMARY 


Jordan is a small country making the most of its limited 
resources and markets. Despite the substantial development 
which took place in the private sector during the last decade, 
Jordan has been heavily dependent upon Arab aid to the public 
sector to finance investment. Workers' remittances from the 
Gulf and the export of heavy commodities, chiefly phosphates and 
potash, are the other primary source of foreign exchange. The 
export of agricultural products and the provision of transport 
and other services to neighboring countries, particularly Iraq, 
constitute additional sources of income. In response to the 
decline in external income from the Gulf, the government has 
taken a number of steps to stimulate the domestic economy, 
including expansionary fiscal policies, subsidies and price 
support schemes for agriculture and manufacturing, tariff 
protection for local industry and encouragement of foreign 
investment, especially from Arab countries. Nevertheless, 
growth of output has slowed since 1984 to the 2-3 percent range, 
less than the increase in population. Although the external 
debt service ratio is relatively moderate at 12-14 percent, the 
tight foreign reserve situation and the prospect of rising 
external debt payments restrain future growth prospects. 


Despite hopes that Arab aid levels might rise in the wake of the 
successful Amman extraordinary summit, Jordan will have to 
continue to reduce its dependence on external flows from grants 
and remittances as the indirect result of lower oil and 
investment income in the Gulf. Among the economic difficulties 
which Jordan face are the low level of foreign exchange 
reserves, the government budget deficit, the accumulation of 
Iraqi debt, losses by the major government enterprises, and 
unemployment. Offsetting these difficulties will be a 
government that will continue to implement new measures to 
activate the economy; a private sector that is anxious to assume 
a greater role in the region; a well-educated and highly 
motivated work force, which has proven its ability to adapt to 
changing conditions; and a decline in labor costs, which should 
improve Jordan's competitive position. As a result, Jordan 
faces a period of both challenges and opportunities--challenges 
to respond to continuing changes in its external environment and 
opportunities to restructure its economy on a more stable basis 
for future growth. 
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MAKING THE MOST OF LIMITED RESOURCES 


Jordan is a small country with limited natural resources. Of a 
total land area of nearly 9.7 million hectares, less than 10 
percent is arable, and the effective use of even this amount is 
restricted by water shortages. Rainfall is low and highly 
variable, and much of Jordan's available ground water is 
expensive to use and non-renewable. Jordan has few forests and 
no known coal deposits, and, with few water resources, its 
hydroelectric potential is extremely limited. Jordan remains 
highly dependent on imported crude and fuel oil, and its oil 
shale and heavy oil deposits are far from exploitable at today's 
production costs. Nevertheless, Jordan is making the most of 
its limited resources. The government has recently signed oil 
exploration and production sharing agreements with international 
oil companies to explore and delineate potential oil and gas 
reserves. In 1987, Jordan's Natural Resource Authority 
discovered a pool of natural gas in the Risha area on the Iragi 
border, which will be used for direct production of 

electricity. Through the development of the Jordan Valley, 
Jordan has become an important producer of fruits and 
vegetables. Jordan does possess large quantities of phosphates, 
potash, and limestone, and total exports of these and their 
derivative commodities reached $390 million in 1986. 


Jordan's resource constraints are compounded by limited 


domestic, regional, and international markets. The small size 
of Jordan's population makes it difficult to achieve economies 
of scale for industry and agriculture in the domestic market. 
Recession in the Gulf, diversion of Arab economic resources to 
the war effort in the Gulf, the growth of subsidized agriculture 
in traditional markets, and foreign exchange shortages among 
potential trading partners further restrict growth and trade. 

In addition, Jordan's distance from other markets and the high 
value of its currency make it difficult for the country's 
exports to compete on the international market. Despite these 
limitations, Jordan has been able to exploit its strategic 
location. As a result of the Gulf war, Jordan has become a 
major entrepot for the transport of goods and commodities to and 
from Iraq. Thanks to the country's location east of the Suez 
Canal, Jordan's phosphate, diammonium phosphate fertilizer, and 
potash industries have been able to take advantage of lower 
transportation costs to establish a market share for these 
commodities in the South and East Asian markets. 
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Jordan's high population growth rate, the product of both the 
natural increase of population and the large immigration 
following the several Arab-Israeli conflicts, poses a further 
challenge to Jordan's limited resource economy. Given these 
circumstances, Jordan has had to concentrate on the development 
of its human resources. In the process, it has had to move from 
what was a pastoral and agricultural economy to a 
labor-exporting service economy. Fortunately for Jordan, this 
transition coincided with a period of high oil prices and rising 
incomes in the Gulf. The result was an unprecedented influx of 
workers' remittances, Arab aid, export income, tourist receipts, 
and transport revenues from the Gulf market during the late 
1970s and early 1980s. These results, in turn, stimulated the 
development of the domestic economy, particularly in services 
and construction. 


DYNAMICS OF RECENT GROWTH 


Following a prolonged period of rapid economic growth, after the 
first and second "oil shocks," Jordan's economic performance 
began to deteriorate in 1984. Prior to this deterioration, 
Jordan had been heavily dependent upon Arab aid to the public 
sector to finance imports and investment. Indeed, the stimulus 
of expanding government expenditures and workers' remittances 
have been the chief source of growth for the Jordanian economy. 
During the period of economic expansion, government consumption 
and infrastructure investment accounted for roughly 40 percent 
of GNP, while workers' remittances accounted for another 20 
percent. Government infrastructure investment and the 
investment of workers' remittances in housing spawned an 
important construction industry. As a result, government 
services (including defense) and construction have been the main 
sources of domestic job creation, accounting for over 64 percent 
of estimated employment growth and 32 percent of the increase in 
real GDP between 1975 and 1984. 


During this period, large inflows of external financing enabled 
Jordan to establish highly capital-intensive extractive 
industries in phosphates, potash, and cement. Irrigated 
agriculture in the Jordan Valley and investment in manufacturing 
to serve both domestic and expanding Gulf markets for 
pharmaceuticals, construction materials, and consumer items also 
led to further growth. As a result, GNP growth from 1975 to 
1984 averaged more than 10 percent annually in real terms. 
Moreover, because of the high levels of external receipts and 
the country's relatively liberal import policies, this record of 
growth was achieved with a manageable rate of inflation and a 
stable currency. An influx of foreign workers, mostly 
Egyptians, helped to quell inflationary pressures caused by the 
migration of 300,000 Jordanians to the Gulf and was an essential 
factor for growth in the agricultural and construction 

sectors. 
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ECONOMIC RECESSION IN THE GULF HITS JORDAN 


The "reverse oil shock" of the mid-1980s brought this period of 
economic expansion to a close. As international oil prices 
declined, beginning in 1981 and then fell precipitously in 1986, 
Arab aid to Jordan dropped, the past rapid growth in workers’ 
remittances ceased, and export shipments to Arab trading 
partners stagnated. Official unrequited transfers, largely 
representing Arab aid commitments under the 1979 Baghdad 
Agreement were halved from $1.3 billion in 1980 to $630 million 
in 1986. This downward trend is expected to continue in 1987. 
Workers' remittances, after dropping 20 percent from their $1.2 
billion peak registered in 1984, had recovered to $1.185 billion 
by 1986 and appear to have stabilized. Exports to the Gulf fell 
from $152 million in 1984 to $138 million in 1986. 


Although GNP growth at 2-3 percent has fallen short of 
population growth, Jordan, on the whole, has avoided the very 
sharp reductions in output and income experienced by the Gulf 
States when oil prices dropped. Government authorities 
undertook a number of measures to sustain domestic demand and to 
bolster exports. In 1985, the government reversed its policy of 
fiscal constraint by announcing an expansionary budget. 
Expenditures jumped 13 percent from JD 720 million in 1984 to JD 
818 million in 1985, and rose a further 20 percent to JD 990 
million in 1986. Monetary policy also has tended to be 
expansionary. Reserve requirements on banks and interest rate 
ceilings on loans were reduced. Steps were taken to facilitate 
bank lending to the private sector for export financing. In 
agriculture, restrictions were placed on the cultivation of 
crops in over-supply and some subsidies extended on others. In 
addition, during this period, the government raised tariffs on a 
substantial number of consumer manufactures, while exempting 
certain raw materials and intermediate products, in order to 
foster local industry. In the face of flagging prices and lower 
levels of demand for the products of Jordan's phosphate and 
potash industries, the government embarked upon an aggressive 
worldwide marketing effort, concentrating on Jordan's geographic 
advantage to search for new markets east of Suez. The 
government entered into special trading and credit arrangements 
with Iraq to sustain exports of agricultural and manufactured 
products. In a further move to boost exports, income tax 
exemptions proportional to export sales were instituted, as well 
as rebates on fuel tax for exports of potash, cement, 
phosphates, and fertilizer. Finally, a number of steps were 


taken to encourage foreign investment, particularly from Arab 
countries. 
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These measures, however, have not succeeded in reviving the 
economy or absorbing new entrants to the labor force facing 
tightened job opportunities in the Gulf. Although the 
government has tightened work permits for foreigners, 
unemployment has continued to rise and is now estimated 
officially at 8 percent, with some unofficial estimates running 
as high as 20 percent. Consumer spending in 1986 declined 6 
percent, falling below the 1983 level. More worrisome, capital 
formation, despite increased government development 
expenditures, has continued to decline since 1982, falling 
almost one-third from JD 590 million in 1982 to JD 420 million 
in 1986. The private sector, traditionally dependent on trading 
activities, construction, and government contracts, remains 
cautious. Although little disinvestment appears to have 
occurred, very little new investment is taking place, as 
businessmen continue to weigh Jordan's prospects in terms of the 
performance of the domestic economy and regional export 

markets. At JD 177 million, private investment was less than 
half of the level achieved in 1982. 


THE BUDGET DEFICIT AND JORDAN'S EXTERNAL BALANCE 
As a direct result of the government's efforts to revive the 


economy through expansionary budgets, the budget deficit rose 
from 5S percent of GDP in 1983 to 14 percent in 1986, with 


financing coming largely from foreign borrowing. Excluding 
foreign grants, the budget deficit reached 23 percent of GDP in 
1985 and nearly 28 percent in 1986. Despite improvement in the 
overall tax effort through enforcement, revenues showed little 
increase, owing to a drop in imports and associated duties, and 


the government's policy of expanding exemptions to stimulate the 
economy. 


Owing to the open nature of the Jordanian economy, these 
budgetary deficits have had adverse implications for the 
country's external balance. External borrowing has added to 
domestic liquidity and effective demand, which, in turn, has 
weakened the external balance. Central bank convertible foreign 
exchange reserves have fallen from a peak of JD 354 million in 
1982 to JD 142 million at the end of 1986. At the same time, 
Jordan's external public debt (excluding military debt) almost 
tripled from $1.2 billion at the end of 1980 to $3.4 billion at 
the end of 1986, equivalent to roughly 60 percent of GNP. 
Because of the limited scale of Jordan's past borrowing, 
Jordan's debt service ratio (excluding military debt payments) 
remains comparatively low, with reported principal and interest 
payments constituting 12-14 percent of earnings from exports, 
workers' remittances and other services. 
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Beginning in 1982, Jordan's trade deficit has progressively 
narrowed, owing to a combination of falling prices for oil and 
other import commodities, lower levels of domestic growth, and 
some progress in export diversification. In 1986, largely as a 
consequence of the collapse in oil prices, Jordan was able to 
reduce its oil bill by more than half. Despite falling world 
prices for Jordan's commodity exports and stagnant import demand 
in Jordan's Arab trading partners, Jordan has succeeded in 
sustaining exports and narrowing its trade gap, from a negative 
$2.5 billion in 1983 to $1.7 billion in 1986. Substantial 
improvement has been registered in Jordan's current account 
balance, despite a drop in Arab grant aid, thanks to the 


stabilization of workers' remittances plus the improved trade 
balance. 


JORDAN'S THIRD FIVE-YEAR PLAN 


The principal targets of Jordan's Third Five-Year Plan for 
1986-90 include maintaining an average real GDP growth rate of 
5.1 percent, beginning with 3 percent growth in 1985 and ending 
with 6 percent growth in 1990; creating 97,000 new jobs in 
addition to the replacement of 50,000 foreign workers with 
Jordanians; decreasing consumption from 111 percent of GDP to 99 
percent; increasing domestic revenues from 80 percent of 
recurrent expenditures to 100 percent; reducing the deficit in 
the balance of trade in goods and services from 36 percent of 
GNP to 21 percent; furthering Arab economic integration; and 
distributing development gains throughout the regions to achieve 
more balanced growth. The plan's 5.1 percent average real 
growth target, given a projected population increase of 3.7 


percent per year, means per capita GDP is slated to grow by 1.3 
percent annually. 


Given recessionary conditions in the region, the growth and 
investment targets in the plan are now probably unattainable. 
Available economic assistance both from Arab and Western sources 
is likely to fall short of projected levels. Access by 
developing countries to world capital markets for funds to 
finance development is becoming increasingly difficult, even for 
countries such as Jordan which enjoy a good credit rating. 
Private investment is unlikely to take up the slack in the 
absence of greater cost competitiveness by Jordanian agriculture 
and industry. On the plus side, performance has come close to 
targets in reducing the current account balance and increasing 


the coverage of current government expenditures by domestic 
revenues. 
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THE SHORT- TO MEDIUM-TERM OUTLOOK 


Jordan's external debt burden and limited foreign exchange 
reserves constrain future growth prospects. During the next 2 
years, Jordan will have to continue to reduce its dependence on 
external grants and remittance flows from the Gulf. Despite the 
successful Amman Summit and rumored promises of greater 
assistance flows, there is no assurance that Arab aid levels 
will exceed last year's low level of no more than $500 million. 
On the plus side, 1987 is likely to show a further narrowing in 
the trade gap, if not in the balance of payments. The decline 
in workers' remittances and exports to the Gulf appears to have 
been arrested. Revenues from phosphate, diammonium phosphate 
fertilizer and potash exports show signs of improvement thanks 
to both a bottoming out of international prices and higher 
production. Despite the continued depressed level of activity 
in most sectors of the economy, particularly construction and 
agriculture, the transportation sector remains dynamic as result 
of Jordan's importance as a transshipment point to and from 
Iraq. 


In 1988, the government must strike a balance between pursuing 
expansionary policies aimed at reviving the level of economic 
activity and the requirement to maintain stability. The most 


immediate economic difficulty that the government will have to 
face is rebuilding Jordan's convertible foreign exchange 
reserves, which by November 1987 recovered only marginally from 
the year low of $150 million registered in April 1987--less than 
3 weeks' imports. Related to this problem is the accumulation 
of uncollected trade credits to Iraq, estimated at $550 million 
at the end of November 1987. An increasing share of the capital 
budget will continue to be allocated for debt service. The 
central issue, however, will be the management of the fiscal 
deficit, which in both 1986 and 1987 exceeded JD 300 million 
(even including foreign grants), some 15 percent of GNP. 
Financing these deficits has added to domestic liquidity at a 
time when the economy remains stagnant. This was especially 
true in 1987 when there was a marked shift to central bank 
financing from external borrowing to cover the fiscal gap. In 
1987, growth in the overall money supply will probably exceed 10 
percent, largely a result of an expansion of public sector 
credit and central bank advances to the treasury on the order of 
JD 200 million. Unchecked, this monetary expansion holds the 
potential of generating inflationary pressures and further 
weakening Jordan's external position. 
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Added to these difficulties is the problem of rationalizing 
Jordan's major industrial and business enterprises. Most of 
Jordan's public and semipublicly owned companies are operating 
at a loss, and many private companies are struggling to stay 
afloat. This is particularly true of agricultural, industrial, 
and construction companies which have been hardest hit by the 
decline in exports to the Gulf and the slowdown in domestic 
construction. Banks and other financial institutions have also 
been affected by both a deterioration in loan portfolios and a 
collapse in the value of real estate, which constitute most of 
their loan collateral. Finally, there is a problem of growing 
unemployment, as the growth of the labor force, estimated at 6 
percent per year, exceeds the growth of the domestic economy. 


Despite these difficulties, there are a number of positive 
elements working in Jordan's favor. First and foremost, Jordan 
enjoys a stable political system and a government which is 
sympathetic to the needs of the private sector. King Hussein is 
the Arab world's longest ruling monarch and has been on the 
throne more than 35 years. During the past 18 months, the 
government has implemented a range of measures to reactivate the 
economy. These measures include tax incentives to encourage 
exports, facilities for export financing, the negotiation of 
bilateral trade and counterpurchase agreements, new laws to 
attract foreign companies, and consolidation of weak industries 
and financial institutions. 


There are also a number of possible developments which could 
radically change Jordan's short- to medium-term outlook for the 
better. The most important of these would be an end to the 
Iraq-Iran war. Although it would probably result in a decline 
in Jordan's transit revenues, reconstruction in Iraq would 
provide employment opportunities for Jordan's growing work 
force, construction contracts for Jordan's depressed 
construction industry, and a large and growing market for the 
export of Jordanian goods and services. A cessation of 
hostilities would also end the drain of Gulf resources, a drain 
which has increasingly affected the flow of Arab aid to Jordan. 
Other possible developments which would drastically alter 
Jordan's prospects include the recovery of international oil 
prices to their 1985 levels, the domestic discovery of 
Significant quantities of oil, and a negotiated settlement to 
the Arab-Israeli dispute. 
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In the absence of any of these external developments, Jordan 
will have little choice but to continue the economic transition 
already begun in 1983. Positive elements in this difficult 
transition will be a government which will continue to implement 
new measures to reactivate the economy, a private sector which 
is anxious to assume a greater role in the region, a 
well-educated and highly motivated work force which has proven 
its ability to adapt to changing conditions, an an adjustment 
in real wages which should improve Jordan's competitive 
position. As a result, Jordan faces a period of both challenges 
and opportunities--challenges to respond to continuing changes 
in its external environment and opportunities to restructure its 
economy on a more stable basis for future growth. 


IMPLICATIONS FOR THE UNITED STATES 


In 1986, the United States was Jordan's second largest trading 
partner after Iraq. The United States is Jordan's leading 
partner for non-oil trade and may become the largest partner 
overall in the wake of Jordan's recent diversification of its 
crude oil imports. U.S. exports to Jordan declined from a peak 
of $727 million in 1981 to $299 million in 1984 as a result of 
cutbacks in government spending and the strength of the U.S. 
dollar Changing conditions in 1985, including a weaker dollar, 
allowed U.S. exports to rise to $377 million. U.S. exports held 
steady at $320 million during 1986, despite a substantial 
decline in Jordan's total imports. In 1987, U.S. exports to 
Jordan were $193 million during the first 6 months of the year, 
compared to $144 million in 1986. It appears that U.S. exports 
have been helped by the lower value of the dollar. At the same 
time, the Japanese and most European currencies have appreciated 
in relation to the Jordanian Dinar, which is pegged to the SDR. 


Recent U.S. exports to Jordan have also been boosted by a number 
of one-time factors. USAID's 1985-87 $250 million supplemental 
aid program for Jordan allocated $160 million under the 
Commodity Import Program to finance import of goods by both the 
public and private sectors. Additionally, in mid-1985, the U.S. 
Department of Agriculture introduced its GSM-102 and Export 
Enhancement programs for Jordan. These programs were extended 
in 1986 and will continue to play an important role in 
supporting U.S. agricultural exports to Jordan. Lastly, the 
U.S. Department of State in late 1987 awarded a contract for the 
construction of the new chancery in Amman. Many of the 
materials and furnishings specified in the project must come 
from the United States. 
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Against this background, the best prospects for U.S. sales to 
Jordan this year appear to be in the following areas: 

electrical power generation and transmission, mining and 
resource exploration, civil aviation, land transport, irrigation 
systems, telecommunications, and health care facilities. 

Despite the weaker dollar, U.S. companies will continue to face 
stiff competition from European and Japanese rivals even in 
areas where they enjoy traditional leadership, such as health 
care equipment. For "big ticket" items, financing will be a 
critical factor in any successful marketing effort. 








